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Thispaper demonstrates that labor turnover is a significant
factor in understanding wage growth since it affects both wag.
growth across jobsand wagegrowth within the job. Our analysis
shows thatyoungmen who quitexperiencesignificant wage gains
compared tostayers andcomparedto their own wage growth prior
tothe job change.Amongoldermen, a quitincreaseswage growth
only ifthe individual said he changed jobs because he found a
better job.Yet in bothagogroups,individualswho.xpectto
remain on the current jobexperiencesteeper wage growth pertime
period on that job. Thus labor turnover has offsetting effects on
wage growth, leading to wage gains across jobs but flatter growth
in shorter jobs. Our empirical analysis showshoweverthat total
life—cycle wage growthispositively related to current tenure.
Whileearly mobility may pay,individuals who arestill changing
jobs later in life experience lower overall wage growth.
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The question of why an individual's wag•s grow over and above
economy-wid. productivity growth is fundamsnt&l to the analysis of the
earnings distribution. In fact, explanations of the earnings distribu-
tionsuch as humancapital investmentsor randomshock models are basic-
allydescriptionsofthe wage growth process foranindividual •Despite
this importance, and mainlydue to thelack of longitudinal data for a
givenindividual, the piricalanalysis of wagegrowth has lagged be-
hind the empiricalanalysis of wage levels •
2This paper is a partial
attpt to remedy this asysustry. We focus on documenting how the .xis-
t•ncs of labor turnover systematically affects th. rate of growth in
wages both across jobs and within the job. It will be our working hy-
pothesis to interpret wage growth on the job to be the result of human
capital investment., both general and specifictothe job. We will
also interpret wage growth across jobs as being due to changes in the
individual's human capital stock due to "mobility" investments (e.g.,
search) and losses of specific training incurred when job separation
takes place.
Given this framework vs tackle two important questions in labor
economics.3 The first is a variation of the old question of whether
mobility "pays." Note that the cross-section comparison of movers to
stayers (or in the migration literature, migrants to non-migrants)
does not necessarily provide an answer to th. relevant questioni does
a person who moved during the time period under investigation do better—2—
than he would have done hadhestayed? Ofcourse,thefact thatthe
alternativewage is not observed once the individual's decision has
been made has prevented researchers fromansweringthis question.
Recent econometric techniques dealing with selection bias in censored
samples(Heckinan (1978))provide one method of approaching this prob-
lam.In this paper,however,we pursue a somewhat simpler approach
thatutilizesthe longitudinal nature of our data. In particular, we
will analyze the on—the—job progress of a given individual before and
after the move.
A second related question we will analyze is the effect of labor
turnoveron wage growth within the job. It is quiteobviousthat mo-
bility shifts the earnings profile after each separation occurs. It
is less obvious, but equally important, that an individual's inten-
tionsto separate from a firm willaffect the rate of growth of his earn-
ings in the current job. In particular, we hope to establish that job
iimnobility(i.e.,longer tenure) is associated with steeper wage growth
than would occur otherwise for a givenindividual.4 This finding should
prove useful on several grounds. First of all, it establishes that
indeed wages grow with tenure for a given individual. Although this
may seem like a somewhat trivial empirical result it should put to
rest doubts about the interpretation of the observed positive relation-
ship between wage levels andtenure. In particular, there exists the
possibilitythat this positive correlation is entirely due to popula-
tion heterogeneity. That is, there exists some unobserved individual
characteristicswhich lead to low wagesandhigh turnover rates for
some persons, and to high wages and lowturnover rates for other—3—
individuals.Then a cross—section correlation of wages and tenure
would be positive even if wages did not grow at all in thejob.5
More importantly, by establishing that wage growth on the job
isrelatedto the separation probability, we can obtain someesti-
mates of the importance of specific training in the labor market.
In particular, as long as specificity is an important component of
humancapitalinvestments, the humancapitalhypothesis predicts a
positive correlation betweeninvestmentcosts peryearand complet.d
job tenure. Since lower probabilities of separation areassociated
with larger incentives to invest, we should observe steeper earnings
profiles in longer jobs. Note that thepredictionimplies notonly
that wages grow on th. jobfora giv.n individual, but that they
gri faster the better th. match (i.e., th.longertenure). There-
fore, in a sense, the "gains to immobility" are due to the fact that
job tenure "matters" over and above the accumulation of labor market
exposure.
Thepurpose of this paper,thersfore,is to provide a systematic
empirical analysis of the relationship between wage growth and job
turnover. We will use twodatasets in the studyi the National
Longitudinal SurveysofYoung and Mature Men.SectionI provides a
systematic examination of the relationship betweenlaborturnover and
wagegrowth across jobs. Section II analyzes th.effects of job invo—
bilityon wage growth.InSection III we considerthe implications of
labor turnover for lifetime wage growth. Section IV briefly describes
the effects of personal and labor market characteristics on individual
wage growth. Finally, Section V summarizes the results of the study.—4—
I. Labor Turnover and the Wage Profile AcrossJobs
In this section we use the NLS Young and Mature Men samples to anal-
yze the effects of labor turnover on wage growth across jobs. There are
several important restrictions in our use of the data. First of all we
define labor mobility to occur when an individual changes employers.
Thus transfers within the same firm are viewed as part of the returns
tostayingin the job. Secondly, to simplify the empirical analysis
we donot attempt to distinguish between local movers and individuals
who changed jobsandmigrated simultaneously. In other words, we
ignore theroleof geographic mobility and itsinteractioneffects
with job turnover on wage growth.6 Third,oursample is composed of
individualswhoeitherdid not change jobs at all in the period under
investigation or who did not leave the labor force after the separation
took place. Thus individuals who were either retired or in school at
thebeginning of the period or whose job separation was followed by
either retirement or by a return to school are deleted from our sample.7
For both data sets we concentrate on the interval between 1967 and 1973,
and partition this long period into three two-year intervals, 1967—69,
1969—71,and1971—73.We then pool the information in each of these
intervalsacross the individuals in our sample, in effect tripling the
nanber of observationsThe labor turnover variable is defined to
equal unity ifthe employer atthe end of the two—year period is not the
same as the employer at the beginning of the two-year interval. Part A
of this section reports the results of comparing the two-year price de-
flated wage growth of individuals who separated from their jobs during
the periodwith the relevant wage increases reported by stayers. In—5—
PartBwe return to the question addressed earlier of whether mobility
"pays" for a given individual.
A. Comparing Moversto Stayers
Table1 contains coefficients on dummy variables that indicate
the individual's mobility status over a two—year interval. These co-
efficient. are taken from regressions using absolute or percentage
wage growth over the two—year period as th. dependent variable and
holding constant a set of standardizing variables listed in the note
to the table.9 It is important to note that these standardizing vari-
ables are measured as of the beginning of the two-year period.
The coefficients of the separation dummies may be broadly inter-
preted as estimates of the "gains" to mobility. Table 1 shows that
among the young men a quit is associated with an increase in earnings
but for the oldermena quit has either a negative or zero effect on
wage growth. Thus, for example, young men who quit receive a wage in-
crease of 11 cents an hour more than those who stayed, while for older
menthe wage increase isapproximatelyminus3 cents an hour.1° On
the other hand, in both samples being laid off from a job leads to
lower wage growth than for stayers, although in the young men's sample
the difference is not very significant. For the older men, however,
layoffs reduce wage growth over the two-year period by about 19 cents
per hour, An interesting result is obtained by making a direct com-
parison of quits versus layoffs. In thecase of young men, a quit is
worth about 14cents more than alayoff; while for the older men, a
quit is worth 16.3 cents more than a layoff. Thus although who gains
and loses relative to stayers varies over the life cycle, the gains to— 6-.
TABLE1
The Effects of Turnover on Wage GrowthACrOSS Jobs
Comparing Movers and Stayersa
Dependent VariableisW or A1nW
Ct—values are given in parentheses)
Absolute Growth Percentag. Growth
1.4 1.5 1.6 1.1 1.2 1.3
A. NLS Young Men (N —3665)
QUIT .1139 .0184
(2.02) (1.31)
LAYOFF —.0264 —.0397 —.0485 —.0253 —.0299 —.0322
(—.35) (—.53) (—.64) (—1.35) (—1.60) (—1.72)
JOBREL .1800 .0382
(3.07) (2.62)






B.NLS Mature Men (N -4745)
QUIT —.0259 —.0488
(—.29) (—2.05)










aOth variables held constantareEDUC, EXPER, JOB, ARMY, UNION,
HLTH, MAR, WLFP, NW, WXSUN, SIZE, UN, D67, D69.—7—
quitting as opposed to beinglaidoffremainrelativelyconstant with
age.
Of course, it is not surprising that quitters do better thanin-
dividuals who were laid off at all ages. What is puzzling is that
quitters do not do better thanstayerssystematically over the life
cycle. Further analysis of thi8 result can be conducted with the in-
formationprovided in the NLS onthe reasonsfor thequit. Thuswe
decomposethe variable QUIT C— 1 ifchangewas voluntary, 0otherwise)
into two kinds of voluntary changes:a quitthat is due to job-related
reasons and a quit that isdueto personal reasons.11 The reader
should, of course, note that these reasons are reported after the sep-
aration took place and hence there may be some element of rationaliza-
tion on the worker's part which may contaminate the results we report.
The coefficients of JOBREL (job-related quits) and PERS (personal
quite) are shown in columns 1.2 and 1.5 of Table 1.Theresults are
quite striking. In both samples we now findthat individuals who quit
forpersonal reasons had significantly smaller wage growth than stayers,
while men who had a job-related quit experienced higher wage growth
than stayers. This latter effect is quite significant for theyoung
men'ssample, but less significant in the older men NLS. The results,
therefore, implya verysignificantdifferential in the gainsfrom
quittingbyreasonof quitting. Moreover,it is alsoof interest to
note that layoffs andquitsfor personal reasons have similar qualita-
tive effects on wage growth. This might be due to thefact that both
thesetypes of separations have a large exogenous and unexpected com-
ponent, so that these individuals would have had less search while on
the job than individuals whose quit was premeditated.—8—
A further decomposition of the variable QUIT is examined in col-
tunna 13 and1.6by segmenting job-related quits into quits due to dis-
satisfaction with the current job (PUSH) and quits occurring because
the individual found a better job (PULL).12 One may argue that it is
irrelevantwhether the change was due toa pull or a push since basic-
allythe voluntary separation occurred because the individual's oppor-
tunitieswere better in the new job.That is, it is irrelevant whether
thequit was dueto the fact that the present job wasbador to the
fact that the newjob was better. Either way, the new job improved the
individual's situation relative to the oldjob. Although essentially
correct,this line of argument ignores an empirical peculiarity of the
data:most of the individuals who said they were pushed from thecur-
rent job gave reasons relating to thenon—wageaspects of the job.
Thus there is no obvious reason to expect anykindof wage increase for
this group. Indeed, Table 1 shows that the effect of quits on wage
growthdifferssignificantly depending on whether the quit wasapull
or a push.Thusa pull always leads tosignificantly higher wage
growth thanthat experienced by stayers while a push does not seem to
affectwage growth at all. Ingeneral, the results in Table 1 suggest
thatthe nature of a quit is a very important determinant of the gains
to mobility. Moreover, the results obtained with the detailed decom-
position of QUIT provide one explanation, though not a very convincing
one, of the fact that the QUIT coefficient varies over the life cycle.
In particular, a quit is more likely to be due to finding a better job
at younger ages, while at older ages the quit is mainly due to dis-
satisfaction with the current job. These results, however, are not—9—
•ntirely consistent with thematchingviewoflaborturnover sincethe
matching process—-andthereforequits due to dissatisfaction with the
present employer-—is more likely to take place early in th. life cycle.
The fact that our data show the opposite is somewhat puzzling.
Finally, one way of measuring the magnitude of the wage increase
due to PULL is to calculate the present value of this increase assuming
both that the individual works full-time until his retirement andthat
thewage increase due to the quit is general in the sense that it re-
mains with him throughout his working life.13 From column 1.3 the ob-
served wage increase is worth$2,940for the young men and $570 for the
older men. Obviously the longer payoff period for young men clearly
increasesthe returnonmobility investment.
B. Wage GrowthPriorto, During, andAftertheMove
In the previous section we conducted an analysiscalculatingthe
"gains" tomobility by comparingmovers to stayers. As was pointed
out earlier, this procedure could create problens if population heter-
ogeneity is an important phenomenon in the labor market. The existence
of heterogeneity raises two distinct types of problems. First, the
separation dumeies that compare movers to stayers can be proxyingun-
observed individual characteristics indicating boththepropensity for
turnover andtheindividual's ability to "g"onthe job. Since in-
dividuals with high propensities for turnover find it harder to "hold
onto a job," population heterogeneity would create a negative corre-
lation between wage growth and the separation probabilities. Moreover,
ifone reason stayers stay in the job is theirbtterprogress (or
prospects for progress), clearlythis would further bias downwards the
"gains" to mobility.— 10—
Thusunlessweresort to somewhat more complicated statistical
procedures, ordinary least squares comparisons of movers to stayers
will yield hopelessly biased estimates of the returns to moving. A
correct answer to the question of whether the individual gained by
moving can be obtained only by a comparison of the individual's new
wageprogress to that which he would have obtained had he stayed at
theprevious job. Clearly the relevant alternative wage is unavail-
able once the individual'sseparation decision is taken.A simple
approximation, however, exists ifweutilize fullythelongitudinal
natureof our data. For example, suppose we have a sample of in-
dividuals who either did not change jobs between 1967 and 1973 or
who changed only during 1969 and 1971. Thus the basic difference
betweenthe twogroups of men lies in their 1969—71 separation pro-
pensities. Suppose that we estimate wage growth equations similar
to those given in columns 3and6 of Table 1for each of the sub-
periods:1967—69, 1969—71, and 1971—73 asa function of the 1969—71
separationprobabilities. The coefficients on these dummies can
then be studied toshowhow themover's wages were growing before he
changedjobs, during the period in which hechanged jobs, andafter
the job change took place. Ifwe are willing to assume that the ef-
fect of the1969—71 mobility dummyon1967—69 wage growthis indica-
tive of how movers were doing in the job priortoseparation, we can
thendetermine conclusively whether a movergainedfrommoving by
analyzingthe behavior of the separationdummies over the six-year
period.In particular,theindividual improvedhis situation by
moving if themobilitycoefficient is more positive after the move— 11—
thanbeforethemove.Thusby looking at changes in the mobility co-
efficient we are,in effect, controlling forpopulationheterogeneity
sincethese unobserved individual characteristics areassumedto be
constantovertime.
Theresults of estimating these equations are presented in Table 2.
Panels A andBgive the results for young andoldermenusingthe sample
ofmenwho either moved during 1969-71 only or who did not move at all
during thesix-year period. To showhow these results should be inter-
preted,considerin detail the effect of being "pushed" from the 1969
job on the wage profile of young men. We find that prior to the sepa-
ration, individualswho were "pushed" from the job had significantly
lower wage growththanindividualswho stayed inthat jobsubsequently.
o factors explain this result. Clearly, the moverswere not progress-
ingwell on the job and eventuallyquit because ofthis. Secondly,
if the job was a mismatch, as iteventually turned out to be, andif
thisinformation was knownto bothfirm and worker, the incentives for
14 investmentinthe job were weak, leading to smaller wag. growth.
During the 1969—71 period, when the move actually occurred, we find
thatthese same individuals had larger wage growth than stayers.Again,
assuming that the difference between moversand stayers in the 1967—69
period was thecorrect comparison between the mover's old job andthe
stayers'job, clearly the positive coefficient of PUSH on 1969—71 wage
growth provides very strongevidence that the movers improved their
situationsignificantly through job mobility. Moreover, we find that
thesegainswerenot temporary since the comparison of moversto stayers
inthe 1971—73 period (after the move took place) yields the finding that— 12—
TABLE2
The Effects of Turnover on Wage Growth Acoss Jobs
Comparing Xndividuals to Themselves
Dependent Variable is W or hlnW
(t—values are given in parentheses)
Absolute Growth Percentage Growth





















































































(continued on next page)— 13—
TABLE2 (concluded)
AbsoluteGrowth PercentageGrowth
67—69 69—71 71—73 67—69 69—71 71—73
C. NLSYoung Men (N —1032)
lAYOFF .0922 .1157 —.5305 .0515 .0163 —.0069
(1.90) (1.40) (—.43) (1.47) (.60) (—.22)
PEI —.1040 —.1187 .0417 —.0223 —.0465 .0521
(—.80) (—.92) (.22) (—.41) (—1.09) (1.07)
PUSH —.1801 .1637 —.0467 —.0363 .0535 —.0028
(—1.91) (1.75) (—.34) (—.91) (1.74) (—.08)
PULL —.0033 .2202 —.0197 .0477 .0587 —.0144
(—.03) (2.01) (—.12) (1.02)(1.62) (—.35)
D. NLS Mature Men(N —1379)
lAYOFF .1552 —.1687 —.1519 .0183 —.0455 —.0518
(.89)(—1.00) (—.82) (.47)(—1.03)(—1.08)
PE1 —.2006 —.3616 .4840 —.0096 —.1559 .1579
(—.55) (—1.03) (1.24) (—.12) (—1.68) (1.56)
PUSH .0220 —.0223 —.1771 —.0340 .0327 —.0248
(.08) (—.08) (—.58) (—.53) (.45) (—.31)
PULL —.0096 —.1769 .1511 .0294 —.0016 —.0453
(—.03) (—.44) (.34) (.32) (.00) (—.39)
a.variables (excluding J08)heldconstant in Table 1 are held
constant here.— 14—
thereis no difference in the, wage progress of the two groups. There-
fore, we can safely conclude that individuals who moved used job mobil-
ity as a tool to achieve a better wage package.
The reader can easily verify that almost (qualitatively) identical
results are obtained for the other types of voluntaryseparationsin
the NLSYoungMen's sample. For the mature men, this exercise yields
somewhatmixedresults. The reason is probably due to the fact that
the separation dunmties have vary low means. For example, the frequen-
cies of PUSH, PULL and PERSare.0098, .0059, and .0059, respectively.
It may beargued that these findings are seriouslybiased by the
existenceof a selectivity bias since our sample consists of individ-
uals who either did not change jobs at all or who moved in only the
1969—71 period, so that the move was,in a sense, successful. Infact,
the use of an unrestricted sample where we include all individuals and
relate their wage growth inallthree periods to their 1969—71 separa-
tion behavior, barely affects our results as can beseen in Panels C
andD of Table 2. If anything, we obtain somewhat more reasonable re-
sults for the mature men.
II. Labor Turnover and Wage Growth Within theJob
In the previous section we have shown that labor turnover affects
the wage profile across jobs. In this section we demonstrate how labor
turnover also affects the earnings profile within thejob.InPartA
we present a simple framework for analyzing the relationship between
labor turnover andon—the—jobwage growth and in Part B we document
empirically that labor turnover systematically affects the slope of
the earnings profile within the job.— 15—
A.A Framework for Analyzing On-the-Job Wage Growth
One wayin which on—the—job wage growth canbestudied is to inter-
pret it as the result of humancapitalinvestment. If no iibility oc-
curs during the period t—lto t, then the absolute change in the indi-





whereEt is earnings capacity at experience year t, denotes dollar
investment costsint; andr isthe rate of return to post—school in—
vestmentsonthe current(th) job. Notethat C is composed of all in-
vestment costs borne by individual. That is, it is composedofgen-
eral investments as well as the share of specific training costs paid by
the individual.
Thechangein earnings capacity given by equation (1) is unobserved.
However, if all investment costs areforegoneearnings, observed earnings,





where B —- (C-
C_1).Since, by assumption, no job change hasoc-
curred, observed wage growth on the job is composedofthe returns to
on—the—jobtraining plus thechange in investment costs from periodto
period. If the investment profile is assumed to be continuous and lin-
early declining (within the job), the change in investment costs is
given by the constant rat.of decline in investment in the current job,
8.Thus observed wage growth incorporates the saving in investment
costs as jobtenure increases.— 16—
Toconvert equation (2) into observables, we hypothesize that in-
vestmentcosts are a negative function both of previous experience and
of currant job experience.15 That is, re investment is undertaken
the younger the individual was when he started the job and the shorter
thetenure on the job. Of course,both these implications must be
qualifiedby the fact that at lowlevelsof tenure there is a consider-
able amountoflearning taking place as both the individual andfirm
consider whether the job match is worthwhile. Moreover, at younger
ages,asthe individual learnsaboutthe labor market, "job shopping"
might lead to an initial increase in investment.Thusitis possible
that htnancapitalinvestments may be zero or rise initially both with
age andwithjobtenure.We assume that these mtching periods are
reasonably short so that our linear approximations do not greatly dis-
tort reality. In particular, if iimeasures experience prior to the
current job and a measures current job tenure, a simple relation
determininginvestment costs wouldbe:16
C —c—ow—Be (3) t onnn nn
Note that C measures the level of investment thatwouldtake place
on
initially if the current job were the first job in the life cycle.
Substituting (3) into (2) yields:
tY—(rC+B +rB)—rair -rBe (4)
t non n nflnnnfinn
Thusasimple regression of wagegrowth onprevious andcurrant experi-
ence gives coefficients that areproportional to the effect of aging
both prior tothe job andwithinthe job.— 17—
Wecan introduce the relationship between labor turnover and on-
the—job wage growth by noting that C will vary systematically with
theprobability of separation. That ii, sinc, a part of dollar in-
vestment costs is specific to the current job, there will be a posi-
tive correlation between thelevel of the investment profile (measured
byC) and expectedcompleted jobduration. In other words, thein-
dividual (andthefirm) willinvest more in longer jobsbecausethey
can both collect the returnstospecific training over a longer pe-
riod of time. Simultaneously, those individuals whohaveinvested
17 *
moreon the job will have anincentive to stay longer.Denoting t
asexpectedcompletedtenure in the job as of the beginning of the
job, thisimplies:
*
C—+pt (5) onn nn
If longitudinal data are used, information on t is generally available
as long as actual events closely parallel expectations. If we make
thesimplifying assumption that actual completed tenure equals t as a
first-order approximation, and if we observe a sample of individuals
changing jobs at some point during the survey, then it is possible to
estimate the parameter n (times a constant). In particular, rewrite
tas: n
*t—e +R (6) nn n
where en is current job tenure and Rn is time remaining in the current
job. Using equations (4)—(6) we can derive:— 18—
tY—(ra +8 +rB)—rclt+r(p—8)e+rpR (7)
t nfln nflnnn n n nnnnn
The humancapitalhypothesis wouldpredictthatthe coefficient
on R is positive, i.e., wage growth is steeper in longer jobs. It is
importantto note that this relationship cannot bemeasured by observ-
ingthe coefficient on currenttenure, e. As equation(7) shows, the
coefficient on eis ambiguous because longer observed tenure (as of
thetime of the survey) implies both that the individual is older (the
aging effect 8) and that more will be invested since for given R the
job will be longer (the investment effect p). The key to demonstra-
ting that labor turnover and on-the-job wage growth are related is the
availabilityof longitudinal data which enable us to observean in-
18 dividual s completedtenure.
It is important to note, however, that an alternative interpreta-
tion can be given to the observation of a positive coefficient on R.
One could simply argue that in jobs where an individual is progressing,
i.e. where his wages are growing faster than they would elsewhere
(perhaps because of better opportunities for investment), the individ—
ual will have an incentive to stay. Again, we would observe a positive
correlation between on-the-job wage growth and completed job tenure.
Actually, either interpretation highlights the importance of human
capital in explaining labor turnover.— 19—
B.pirical Results onWageGrowth Within the Job
Table3presents the results of estimating equation(7) on both
NLS samples. In both cases, we selected a group of individuals who
hadstayed on the job between 1967 and 1969 but who had changed jobs
at any time during 1969 and 1973. Thus we have a sample of individ-
uals for whom time remaining on the job is observed.19 The equations
in Table 3 relate wage growth in 1967—69 to previous experience (PREy),
currentjob tenure (JOB),tim. remainingonthe job measured as of
1967(RTEN), andaset of standardizing variables listed in the foot-
note to Table 1. As before,thewage growthequationsare estimated in
twoalternative ways: in column3.1,the absolute change in wages over
the 1967—69 period is the dependent variable, while in column 3.2, the
percentage change in wages is analyzed.
Although the results are not statistically very strong, the co-
efficient of timeremaining on thejob, REMTEN, has the right sign and
se to be more significant for the older mensample
20For example,
an extra year of job tenure in the older mensampleincreases the
hourlywagerate by about 2 •5centsmoreover the two-yeartimeperiod
under investigation.Aninteresting exercise that canbe carried out
is to ask how muchdoes thepositivecorrelationbetween completed
tenure and wage growth contribute to total wage gains on the job?
This calculation canbedone roughly in the following way. First of
all, in terms of yearly earnings (i.e., 2,000 hours suppliedto the
labor market), we obtain the increase in annual earnings of expecting
tostay one additional year on the job by multiplying .0125 by 2,0O0,2— 20—
TABLE 3
Effects of "Time Remaining on he Job"



















5The variables held constant in Table 1 (except
D67 and D69) are also held constant here.
bm sample is restricted to individuals who
stayedon the job between 1967 and1969 but left
that jobbetween 1969 and1973.— 21—
thisamountis$25.70. The individuals in oursample,in fact, stayed
20 years on the job (15 years prior to the survey and 5 after the sur-
vey). Therefore, from an ex ante point of view, staying an additional
20 years on the job is equivalent to an increase in annual earnings of
$514. The present value of this increase in annual earnings over the
completed job span (20 years of tenure) is $4,446. Thus there is sub-
stantial wage growthonthe job over and above that obtained if there
were no positive correlation between wage growth andcompletedjob
tenure.Inthe case of youngmen,even though the coefficient of REHTEN
is 8.4 cents, the completed tenure is significantly smaller, only 6.6
years (2.9 years before the survey, 3.7 years after the survey). Thus
the present value of the wage gains due to the correlation between com-
pleted job tenure andwagegrowthis$2,700.22 ofcourse,we recognize
that the insignificance of REMTEN in our equations indicates the need
for further research on this question.
III. LaborTurnover andLifetime Wage Growth
PartsI and II of our paper have shown the role that labor turnover
plays in determining wage growth both across jobs and within the job. We
haveobserved that individuals who change jobs voluntarily experience
wage gains while individuals who stay on the job appear to experience
steeper wage growth within the job. Thus one can xtpredicta priori
whether turnover leads to smaller or larger lifetime wage growth. In
thissection we suggest how this question canbe answered.
It mightseem appropriate to estimate an earnings function of the
form:
Ycz0+ct1t+a2t2+a3e+cz4e2 (8)
where t is total labor force experience and e denotes current job tenure.— 22—
Thistype of earnings function is essentially basedon the argument that
on—the-job trainingis composed bothof general and specific training.
The coefficients of tcapture the growthof the individual over the life
cycle, while the coefficients of a measure any growth whichis specific
tothe current job over and above the growth which would have occurred
due to general labor force experience. Thus, in principle, the estima-
tion of (8) would provide some insight into theimportanceofjob
specificskills in determining the observedwage structure. Unfortu-
nately,a problem with this interpretation arises when (8) is applied
toa cross—section of individuals. Inparticular, consider an extreme
case in which there is no specific training and thus ci3and a4 are
trulyzero. Ifindividuals self—select themselvesinto different types
ofjobsbecausetheydiffer intheir propensities to separate--in other
words,thereis population heterogeneity--it maybethat individuals
who match into a"good" job receive highwages andthereforeshowlow
propensitiestoseparateand individuals with "bad" matches receive low
wagesand are therefore observed to have high propensities to separate.23
In this case, in the cross-section a3 mayturn outto be positive
artificially Thus the cross—section estimates of (8) maynotbe very
meaningful in analyzing the relationship between turnoverand life-
time wage growth.
Using longitudinal data, however, we can provide a solution to





whereY0gives earnings in the first yearof the life cycle. Thusby—23—
looking at wage growth we net out any individual differences that are
unobserved butaffect the individual's earnings throughout the life
cycle. Thecoefficients 'y (i —1,...4)canbe interpretedas the
effectsof experience and job tenure on total life cycle wage progress.
In particular, consider the extreme case in which there is no specific
training. Clearly the coefficients vi and '2 siaply captur. scale .f
fects and areexpectedto be positiv, and negative respectively. If
thereisonly general training,thereis no obviou, reason as to why
length of current job tenure provides any additional information on
total life cycle wage growth. In fact, if mobility "payee (that is,
there are non-negative gains associatedwithchanging jobs), longer
tenure i*plies a smaller propensity for separation. If there is
serial correlation in this propensity over th. individual's life cycle,
this implies less turnover in the individual's previous experience t-e.
But under the assumptionthatmobility pays, the net effect of current
tenure should then be negative' On the other hand, if wag. progress
over the life cycle is a function not only of total experienc,butof
current job tenure, we wouldexpect13 and 14 to be positiveandnega-
tive respectively in equation (9).If this is the case, however, the
results can be interpretedas anindication of the fact that specific
training is an important component of wage determination.24 In other
words, job tenure matters over and above the passage of labor market
exposure.
Unfortunately, the two data sets we use in this paper do not con-
tain any information on initial earnings in the life cycle. Moreover,
in the Young Men NLS the individuals are much too young and both labor— 24—
marketexperience and job tenure too short to get any robust estimates
of the parameters. However, in the older men NLS we do have a measure
of labor market progress made by the individual over the life cycle
since we are given the Duncan scale for the initial and current occu-
pations. Onedistinctadvantage of using the Duncanscaleis the
factthat the measure of "earnings" is of a sore permanent nature.25
Table 4 presents the lifetime earnings growth regression estimated for
the Older Men NLS. In each case the linear job tenure coefficient is
positive andsignificantindicating that holding total labor force ex-
perience constant, longerjob tenure is associated with higher levels
of total life cycle wage growth. Therefore, the results unambiguously
showthat while mobility thattakes placeearly in the life cycle may
pay,individuals who have finally settled in a firm experience larger
lifetime wage growth than individuals whoarestill changing jobs.
IV. Effects of Other Variables
In the previous sections we have documented that turnover is an
importantdeterminant of wage growth. In this section we explore in
more detail the other determinants of wage growth for both the Young
and Mature NLSsamples.The basic results arepresentedin Table 5
wherewage growth regressions are estimated separately for stayers,
quitters andlayoffsin both age samples. In order to conserve space
we present only the results using arithmetic wage growth.
The effects of the other variables are interesting. For ex-
ample, education hasastrong positive effect on the wage growth of
young men. Moreover, within the youngmen's sample, education— 25—
TABLE4
















Coeff. t Coeff.t Coeff.t
D67 .0020 (.03) .0927 (.54) .2099(1.12)
D69 —.0467 (—.40) —.0331 (—.08) —.0806 (—.23)
gwc .0250 (2.69) .0710 (2.35) .0796 (2.71)
EXPER —.0094(—1.40) .0123 (.53) .0103 (.49)
JOB —.0068 (—.94) —.0488(—1.40) .0209(.59)
ARMY —.0018(—1.27) —.0028 (—.57) _.0005 (—.11)
UNION —.0713(—1.80) —.1051 (—.66) —.0766 (—.55)
HLTH —.0684(—1.02) —.2184(—1.08) —.0959 (—.53)
.0934 (1.90) —.0883 (—.53) —.2598(—1.61)
WIZP —.1032 (—1.83) .0855(.44) .5517 (2.51)
WINC .0014(1.06) .0033(.75) —.0057(—.98)
wxsui —.0023 (—.51) —.0027 (—.26) .0054 (.96)
SIZE .0057 (3.09) .0140 (2.12) .0020 (.31)
UN —.0086 (—.75) .0010 (.03) .0381 (1.01)
.029 .021 .049





Coeff.t Coeff. t Coeff. t
D67 .0531 (.97) 1.124 (2.24) .7686 (3.68)
D69 —.0078 (—.14) .6508 (1.28) .5883 (2.86)
EDUC .0033 (.41) .1082 (1.71) —.0061(—.19)
E1ER —.0081 (—1.68) .0731 (1.83) .0105 (.54)
JOB .0011 (.60) —.0266 (—1.36) —.0019 (—.25)
UNI —.0146 (—.35) .0773 (.17) .5189 (3.49)
IUTH —.0210 (—.43) .2883 (.81) .1391 (.78)
MAR .0022 (.03) .2708 (.46) —.5184 (—2.14)
WLFP .0116 (.28) .5285 (1.36) .0370 (.23)
NW .0046 (.93) —.1899 (—1.01) —.0005 (—.29)
WKSUN —.0064 (—1.29) .0027 (.14) —.0037 (—.87)
SIZE .0025 (1.48) .0032 (.23) —.0177 (—2.61)
UN —.0011 (—.10) .0224 (.21) .0234 (.57)
R2 .004 .060 .130
N 4213 252 280— 28—
affectsthe wage growthofmen who separated fromthejob much more
stronglythanthatof stayers. In the older men sample, however,edu-
cationhas a significant affect only for those who quit. Therefore the
resultsseem to suggest that education helps to increase the gains from
mobility for young men and the gains from quitting at older ages.
Thecoefficientsof experience are quite interesting in the young
men's sample. In particular, as predicted in Part II, experience has
anegative effect on the wage growthof stayers. Note,however, that
experienceis positive (though very weak) for both quitters and layoffs,
indicatingthat the accumulation of labor market experiencemayb. help-
ful in creating the gains from mobility. A similar pattern i. found
for older men: experience has a negative effect on the wage growth of
stayers, a positive effect on the wage growth of quitters andazero
effect on the wage growth of people whowerelaid off.
Other variables of some interest include a union coefficient which
seemsto have a zero ornegative effect on the wage growthof stayers.
Marital status and thelabor force participation status of thewifehave
significantly positive andnegativeeffects respectively on the wage
growth of the young men stayers •These.f facts canbeinterpreted by
arguing that marriage increases the labor market investment incentives
of males (perhaps due tothe household division of labor), while if the
wifeworks these incentives are diminished.
Finally, one of the mostsignificantvariables in the regression
is the size of the local labormarket. This variable hasastrong
positive effect on the wage growth of stayers. Surprisingly, it has a— 29—
negativeeffect on the wage growth of older men who were laidofffrom
theirjobs.
V. Suay
In thispaper we have presented a systematic empirical analysis
ofwage growth in the National Longitudinal Surveys of Young and Mature
Men. We have demonstrated that labor turnover is a significant factor
in understanding wage growth since it affects both wage growth across
jobs andwagegrowth within the job. Some specific findings are smma-
rized below.
1. Although the gains to quitting appear to be positive for young
menand zeroor negative for older men, this wasclarifiedby distin-
guishing amongthree types of quits: quits due to finding a better job,
quitsdue to being dissatisfied with the current job and quitsdueto
personalreasons •Itwas then shown that in both age groups, individ-
uals whoquit becausethey said they found a better job experienced
significant wage gains. At older ages a quit is mainlydue to dis-
satisfaction with the current job and these typesof quits do notin
generalsignificantly increase earnings. Since the nature of a quit
changes over the life cycle, this is the reason for the age differ-
ences in the impacts of quits on wages.
2.We extended our analysis of the wage gains from mobility by com-
paring not only movers and stayers but individuals to themselves in the
sense that we analyzed the individual's wage profile before, during and
after the move to determine whether it had been significantly affected
by mobility. It was shownthatat least for the young men, this type
ofexercise led to the conclusion that a mover significantly gainedfrom
hisactions.— 30—
3.Labor turnoverandwagegrowth within the job are related
through the observed positive correlation between wage growthandcom-
pleted job tenure. Individuals who expected to remain onthe job an
additionalyear experienced steeper wage growth in the current period,
ceteris paribus.
4. Since labor turnover was therefore found to have offsetting
effects on wage growth,i.e. leading to wage gains across jobs but
flattergrowth inshorter jobs, itseffect on lifetime wage growth
could not be predicted. Our empirical analysis showed, however, that,
even after holding total labor force experience constant, there exists
a strong positive correlation between length of current tenure and
total life—cycle wage growth. Thus, while early mobility may pay, in-
dividuals who are still changing jobs later in life experience lower
overall wage growth.
In summary, this paper has tried to show that labor turnover af-
fects not only the growth of wages across jobs but also the rate at
which wages grow on the job. It is therefore an important factor that
must be taken account of in any study of the earnings distribution.— 31—
APPENDIXA
Variable List
QUIT —1if individual changed jobs voluntarily.
LAYOFF —1if the individual changed jobs involuntarily.
JOBREL —1if individual quit for job—related reasons (see footnote 11).
PERS —1if individual quit for personal reasons (see footnote 11).
PUSH—1if individual quit because of dissatisfaction with current
job (see footnote 12).
PULL—1if individual quit because he found better job (see foot-
note 12).
EDUC —yearsof education.
EXPER —potentialexperience since date of completion of schooling.
JOB —yearsof job tenure.
ARMY —yearsin themilitary (Young Men only).
UNION —1ifindividualwas a member of a union.
HLTH —1if individual's health limits kind or amountofwork.
MAR —1if individual marriedwithspousepresent.
WLPP 1if individual's wife wasemployed.
wife's wage rate (Older Men)
WINC —wife'searnings (Young Men).
WKSUN —weeksunemployed during the two—year interval.
SIZE —sizeof labor force in 1960ofarea in which individual lives.
UN —unemploymentrate in area in whichindividual lives.
D67 =I.if observation refers to 1967—69.
D69 1 if observation refers to 1969-71.— 32—
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is.. Mincer (1970) and Sahota (1978) for surveys of alternative
explanations of the determinants of the earnings distribution.
exceptions are found in the papers by Lazear (1976) and
Wise (1975).
31n previous work (Bartel and Borjas, 1977) we have analyzed the
problem of ypeoplemove. Mere we concentrate on establishing the
consequences of labor turnover for the individual' s wage-experience
profile.
4Jovanovic (1978) provides a model that predicts wage growth on
the job based on the matching process between the individual and the
firm.
5An extensive discussion of the role and effects of heterogeneity
in the labor market is given in the Heckman article in this voltvne.
Further analysis of the problem, with labor turnover used as the focus,
is provided by lovanovic and Mincer in this volune.
Bartel (1977) for a detailed analysis of the relationship
between job turnover and migration.— 34 —
7Thesesample selection rules are far more serious than they ap-
pear to be.Inparticular, in the extreme age groups sampled in the
NLS,asignificant portion of turnover may be due to either retirement
orschool enrollment changes.
8There are two important qualifications to be noted here. First,
in the youngmen'sNLS,many individuals were enrolled in school in
theearly yearsof the survey.Since we concentrate onthe labor mar-
ket behavior of menpermanentlyattached to the labor force, we do not
haveobservations for these individuals in theearly years so that
pooling cross—section andtimeseries less than triples the number of
observations. Secondly, the efficiency of ordinary least squares can
beimproveduponby utilizing one of the manymethodsni available
for poolingcross—sectionandtime-series.We do not pursue this re-
finementin this paper.
9Anexact description of these variables is given in Appendix A.
'°Recall that thesenumbers refer to the gains made over the two-
year period. To obtain annual effects of labor mobility, simply divide
the coefficients by two.
job—related quit is one that occurred because (a) the individ-
ual was dissatisfied with wages, hours, working conditions, and/or
location of his job, (b) he disliked his fellow employees, or (c) he
found a better job. A personal quit is onethatoccurred because of
(a) health problems or (b) family reasons. For young men, 85 percent
of the quits were job-related while for the older men 73 percent were
job related.— 35—
12PUSHis defined as a quit that occurred because (a) the individ-
ual wasdissatisfied with wages, hours, working conditions or location
ofhis job; or (b) he disliked his fellow employees. PULL is a quit
where the individual reports he found a better job. Anng the young
men 50percent of job—related quits were "pulls' while for the older
menonly 35 percentof these quits were "pulls."
13Thecalculation uses the formula:
PV —2,000•(6W)1T—1969 e_Xt dt
where 6W is the absolute wage increase, 2,000 hoursareworked each
year, andTis the year of retirement. For young men, T—1969 is 43
years while for older men it is 10 years. We assume r equals 10 percent.
14This hypothesis will be explored in detail in Part II.
15Theseimplicationsfollow easily fronlife-cycleoptimization
models developed by Ben-Porath (1967), Becker (1975) andHeckman(1976).
16The implications of this investment function for the wage
level equation are derived in Borjas (1975, 1978).
171f firmandindividual investments are positively correlated,
then clearly the firmtoohas a smaller incentive to lay off the
worker, further lowering the probability of separation.
18Although the derivations in this section are in terms of abso—
lutewage growth, similar equations can be derived for percentage wage— 36—
growth.Inparticular, the analysis wouldthenbe conducted in terms
oftime—equivalent investment ratios. These ratios, in turn, would
then be expected to decline both over the life cycle and within the
job. Moreover, if higher levels of investment can only take place by
spending a larger portion of work time investing, one would expect a
positive correlation between these investment ratios and completed
job tenure. Thus the analysis may carryoverto percentage wage
growth.
19These samplerestrictions,of course, raise the possibility of
sample selection bias; see Heckman (1978) for a thorough discussion of
this problem.
20There are two possible reasons for the insignificance of REMTEN
in the Young Men NLS. First, these men are in the very early years of
their jobs when investment may notbe taking place. Second, the usable
sample is very small because during 1967—69 approximately half of the
individualswere enrolled in school and are deleted from the sample;
anng the remaining 50 percent, the job separation rate is very
high thus resulting in further deletions. It is interesting to note
thatby enlarging the young men's sample to include individuals who did
notleave the job by 1973 and assigning an arbitrary value of 10 for
REMTEN for these individuals, the REMTEN coefficient becosies positive
and significant.
21We use.0125rather than.025 because the wage growthequations
referto two—year intervals.— 37—
22Notethat the coefficient of REMTEN is never significant in
oolisn 32when we dealwith percentage wage growth. In principle,
the correlation between investment and completed tenure need hold
only in terms of dollar investment costs and not in terms of time—
equivalent investment ratios since it is not clear a priori how
initial earnings capacities are correlated with completed job tenure.
problem of heterogeneity versus state dependence is dis-
cussed in detail in the Heckinan and Jovanovic and Mincer papers in-
cluded in this volume.
24Ofcourse,theresults could also be consistent withthe hy-
pothesis that wagesgrowonthe job because of a successful "match"
between employer andemployee.In other words, an individual's mo-
bility ultimately led to his finding a firminwhich he wasableto
"move up the ladder."
25TheDuncanIndex isdescribedin Reiss (1961). It is very
highly correlatedwith earnings in the occupation.